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A material weakness is a condition in which the design or operation of the specific 
internal control does not reduce to a relatively low level the risk that errors or fraud in 
amounts that would be material in relation to the financial statements being audited may 
occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions.  Our consideration of internal control would not 
necessarily disclose all matters in the internal controls that might be reportable 
conditions and, accordingly, would not necessarily disclose all reportable conditions that 
are also considered to be material weaknesses under standards established by the 
American Institute of Certified Public Accountants.  However, we noted that Prior 
Finding Three, dated March 31, 1998, Prior Finding One, dated July 26, 1999, and 
Current Finding One below involving matters of internal control and its operation that we 
consider to be a material weakness as defined above. 
 
A draft report was sent to Management on August 6, 2003.  Management’s responses 
to our recommendations were received on August 22, 2003, and are included in this 
report, under the Management’s Response. 
 
 

ACTION TAKEN ON PRIOR RECOMMENDATIONS 
 
The recommendations for Findings Two, Four, and Five, dated March 31, 1998, and 
Findings Two, Three, and Four, dated July 26, 1999, were adopted.  Further 
recommended action for Findings Three, dated March 31, 1998, and Findings One and 
Five, dated July 26, 1999, are shown below. 
 
Prior Finding Three (3/31/98): Records for the 401k Salary Savings Plan were 

not reconciled to ING Life Insurance and Annuity 
Company (ING) quarterly statements during the 
audit period. 

 
 Prior Recommendation: 
 
 Develop and implement procedures to track and reconcile 401k transactions to 

ING statements each quarter.  Transactions to be reconciled include: 
 

• Contributions on payroll reports 
• County match amounts on payroll reports 
• Loan repayment totals on payroll reports 
• Loans issued 
• Balance of loans outstanding 
• Termination/distributions totals 
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 Current Status: 
 
 Management has not implemented this prior recommendation from our report 

dated March 31, 1998. 
 
 Human Resources is responsible for overseeing $5 million dollars in annual 

employee and County contributions and $34 million dollars in the Plan’s net 
assets.  This oversight responsibility includes insuring that each payroll deduction 
is credited by ING to the employee’s account.  Failure to reconcile these reports 
increases the risk that contributions are susceptible to errors or fraud that may 
not be detected timely.  (See Finding One in the Current Findings and 
Recommendations Section below) 

 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to implement the 

recommendation.  401(k) transactions are being reconciled to statements on a 
quarterly basis. 

 
 
Prior Finding One (7/26/99): Reports are not being generated for the 401k 

Salary Savings Plan that would provide 
information needed by Human Resource’s 
personnel in order to reconcile transactions and 
administer changes efficiently. 

 
 Prior Recommendation: 
 
 Compile Employee Management and Compensation System (EMACS) data on a 

spreadsheet to reconcile contributions, loan repayments, loans issued, balance 
of loans outstanding, and termination totals to ING quarterly statements. 

 
 Current Status: 
 
 Management has developed EMACS queries to verify deduction changes 

entered on the payroll system.  However, contributions, loan repayment, loans 
issued, loans outstanding, and termination totals from EMACS were not compiled 
in order to reconcile to ING’s quarterly statements.  This finding is a recurring 
material weakness from our report dated March 31, 1998.  (See also Prior 
Finding Three dated 3/31/98 above and Current Finding One in the Current 
Findings and Recommendations Section below) 

 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to implement the 

recommendation.  Contributions, loan repayment, loans issued, loans 
outstanding, and termination totals are being reconciled to statements on a 
quarterly basis. 
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Prior Finding Five (7/26/99): Human Resources did not verify the value of the 

investments in participants’ accounts. 
 
 Prior Recommendation: 
 
 Compare the Plan’s total net assets to the sum of participant’s accounts and 

select a sample of participants’ accounts and verify for accuracy of fees, 
contributions, and distributions. 

 
 Current Status: 
 
 Comply with prior recommendation by comparing the Plan’s total net assets to 

the sum of participant’s accounts.  Then select a sample of Participants’ to 
compare detail payroll records to ING’s participant statements. 

 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to compare the total net 

assets to the sum of the participant accounts along with selecting a sample of 
participant accounts to verify the accuracy of fees, contributions and distributions. 

 
 

CURRENT FINDINGS AND RECOMMENDATIONS 
 
Finding One:  Records for the 401k Salary Savings Plan were not reconciled 

to ING’s quarterly statements during the audit period. 
 
Contributions, loan repayment, loans issued, balance of loans outstanding, and 
termination totals from EMACS were not compiled in order to reconcile to ING’s 
quarterly statements.  One aspect of an effective internal control structure is based 
upon periodic reconciliations.  Errors and/or fraud may occur and not be detected on a 
timely basis if records are not verified and reconciled periodically. 
 
 Recommendations 
 
 Develop and implement procedures to summarize, monitor, and reconcile the 

Plan’s transactions to the ING statements each quarter. 
 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to summarize, monitor, 

and reconcile the Plan’s transactions to the ING statements each quarter. 
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Finding Two:  There were no written accounting policies or procedures in 

place for administering the Plans. 
 
The foundation of an effective internal control structure is the existence of written 
policies and procedures.  For example, if an employee transfers to another position or 
leaves the County, written policies and procedures would direct the accounting for this 
transaction and minimize the chance of errors.  When placed with the responsibility of 
managing the Plans, written policies and procedures help to eliminate errors and/or 
fraud in the accounting for the Plans. 
 
 Recommendations 
 
 Develop and implement written accounting policies and procedures for the Plans. 
 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to further develop and 

implement written accounting polices and procedures for the Plans. 
 
 
Finding Three: The trust fund for the 401k Salary Savings Plan was not 

reconciled between ING, EMACS, and Financial Accounting 
System (FAS). 

 
The trust fund which accounts for EMACS deductions and remittances was not 
reconciled.  Proper internal control requires periodic reconciliation.  The lack of 
reconciliation resulted in a participant’s contribution not being remitted to ING. 
 
 Recommendations 
 
 Trust funds must be reconciled on a monthly basis. 
 
 Management’s Response: 
 
 We concur with the finding and steps are being taken to further reconcile the trust 

fund on a monthly basis. 
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Overall, the material weakness and reportable conditions do not reduce the risk of 
errors or fraud to an acceptable level due to a lack of properly designed internal controls 
combined with the lack of understanding of the accounting for the Plans. 
 
This report is intended solely for the information and use of the Defined Contribution 
Committee, management, and the Board of Supervisors and is not intended to be and 
should not be used by anyone other than these specified parties. 
 
We wish to thank the management and staff for their full cooperation during the audit. 
 
 
 
Respectfully submitted, 
   
  Copies to: 
  Marcel Turner, Human Resources,  
  Director 
  Robin Ohama, Employee Benefits and  
  Services, Division Chief 
Larry Walker County Administrative Office 
Auditor/Controller-Recorder Board of Supervisors 
  Grand Jury (2) 
  Pamela Thompson, Risk Management, 
  Division Chief 
By: ___________________________                                                      
 Barbara K. Redding, CPA, CGFM Audit File (3) 
 Internal Audits Manager  Date Report Distributed: ____________ 
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A material weakness is a condition in which the design or operation of the specific 
internal control does not reduce to a relatively low level the risk that errors or fraud in 
amounts that would be material in relation to the financial statements being audited may 
occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions.  Our consideration of internal control would not 
necessarily disclose all matters in the internal controls that might be reportable 
conditions and, accordingly, would not necessarily disclose all reportable conditions that 
are also considered to be material weaknesses under standards established by the 
American Institute of Certified Public Accountants.  However, we noted that Prior 
Finding One, dated July 26, 1999, and Current Finding One below involve matters of 
internal control and its operation that we consider to be a material weakness as defined 
above. 
 
A draft report was sent to Management on August 6, 2003.  Management’s responses 
to our recommendations were received on August 22, 2003, and are included in this 
report, under the Management’s Response. 
 
 

ACTION TAKEN ON PRIOR RECOMMENDATIONS 
 
The recommendations for Finding Two, dated July 26, 1999, were adopted.  Further 
recommended action for Findings One, Three, and Four dated July 26, 1999 are shown 
below. 
 
Prior Finding One (7/26/99): ING Life Insurance and Annuity Company (ING) 

Deferred Compensation Fund reports included 
non-county employee information while the report 
for the PST plan was not provided. 

 
ING provide reports on three accounts for the Deferred Compensation Plan:  Deferred 
Compensation Fund (457), PST plan, and 457(f) for exempt employees. 
 

A. Reports for the Deferred Compensation Fund included non-county employees for 
16 months (March 1998 to June 1999). 

B. Reports for the PST plan employees were not received for a year (July 1998 to 
June 1999). 

C. Human Resources did not reconcile these reports to payroll or Employee 
Management and Compensation System (EMACS) information recorded by the 
county. 

 
 Prior Recommendation: 
 
 Establish procedures to reconcile ING and EMACS reports on a timely basis. 
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 Current Status: 
 
 Items A and B have been corrected or adopted.  However, Management has not 

implemented the recommendation for Item C from our report dated July 26, 1999. 
 
 Human Resources is responsible for overseeing $28 million dollars in annual 

employee and County contributions and $209 million dollars in the Plan’s net 
assets.  This oversight responsibility includes insuring that each payroll deduction 
is credited by ING to the employee’s account.  Failure to reconcile these reports 
increases the risk that contributions are susceptible to errors and/or fraud that 
may not be detected timely.  (See Finding One in the Current Findings and 
Recommendations Section below) 

 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to implement the 

recommendation.  The transactions are being reconciled to statements on a 
monthly basis. 

 
 
Prior Finding Three (7/26/99): Significant transactions for Deferred 

Compensation participants were not documented 
in employee scanned files. 

 
 Prior Recommendation: 
 
 Develop and implement written procedures ensuring that all transactions are 

scanned into employee files. 
 
 Current Status: 
 
 Written procedures exist to ensure that certain documents are scanned into the 

Official County Employee’s File.  We were unable to ensure that procedures for 
scanning documents into the file were being followed.  Copies that were 
requested could not be provided from the employees file.  As a result, alternative 
audit procedures were applied. 

 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to further develop and 

implement written procedures ensuring that all transactions are scanned into 
employee files. 
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Prior Finding Four (7/26/99): Human Resources did not verify the value of the 

investments in participants’ accounts 
 
 Prior Recommendation: 
 
 Compare the Plan’s total net assets to the sum of participant’s accounts and 

select a sample of participants’ accounts and verify for accuracy of fees, 
contributions, and distributions. 

 
 Current Status: 
 
 Comply with prior recommendation by comparing the Plan’s total net assets to 

the sum of participant’s accounts.  Then select a sample of Participants’ to 
compare detail payroll records to ING’s participant statements. 

 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to compare the total net 

assets to the sum of the participant accounts along with selecting a sample of 
participant accounts to verify the accuracy of fees, contributions and distributions. 

 
 

CURRENT FINDINGS AND RECOMMENDATIONS 
 
 
Finding One:  Records for the Plans were not reconciled to ING monthly 

statements during the audit period. 
 
Contributions and termination totals from EMACS were not compiled in order to 
reconcile to ING’s monthly statements.  One aspect of an effective internal control 
structure is based on periodic reconciliations.  Errors and/or fraud may occur and not be 
detected on a timely basis if records are not verified and reconciled periodically. 
 
 
Recommendations 
 
 Develop and implement procedures to summarize, monitor, and reconcile the 

Plan’s transactions to the ING statements each month. 
 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to implement the 

recommendation to summarize, monitor and reconcile the Plan’s transactions to 
the ING statements each month. 
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Finding Two:  There were no written accounting policies or procedures in 

place for administering the Plans. 
 
The foundation of an effective internal control structure is the existence of written 
policies and procedures.  For example, if an employee transfers to another position or 
leaves the County, written policies and procedures would direct the accounting for this 
transaction and minimize the chance of errors.  When placed with the responsibility of 
managing the Plans, written policies and procedures help to eliminate inconsistencies 
and errors in the accounting for the Plans. 
 
Recommendations 
 
 Develop and implement written accounting policies and procedures for the Plans. 
 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to further develop and 

implement written accounting policies and procedures for the Plans. 
 
Overall, the material weakness and reportable conditions do not reduce the risk of 
errors and/or fraud to an acceptable level due to a lack of properly designed internal 
controls combined with the lack of understanding of the accounting for the Plans. 
 
This report is intended solely for the information and use of the Defined Contribution 
Committee, management, and the Board of Supervisors and is not intended to be and 
should not be used by anyone other than these specified parties. 
 
 
We wish to thank the management and staff for their full cooperation during the audit. 
 
 
Respectfully submitted, 
   
  Copies to: 
  Marcel Turner, Human Resources,  
  Director 
  Robin Ohama, Employee Benefits and  
  Services, Division Chief 
Larry Walker County Administrative Office 
Auditor/Controller-Recorder Board of Supervisors 
  Grand Jury (2) 
  Pamela Thompson, Risk Management, 
  Division Chief 
By: ___________________________                                                      
 Barbara K. Redding, CPA, CGFM Audit File (3) 
 Internal Audits Section Manager Date Report Distributed: ____________ 
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Finding One:  There are no written accounting policies or procedures in 

place for administering the Plan. 
 
The foundation of an effective internal control structure is based on written policies and 
procedures.  For example, if an employee transfers to another position or leaves the 
County, written policies and procedures would direct the accounting for this transaction 
and minimize the chance of errors.  When placed with the responsibility of managing the 
Plan, written policies and procedures help to eliminate inconsistencies and errors in the 
accounting for the Plans. 
 
Recommendations 
 
 Develop and implement written accounting policies and procedures for the Plan. 
 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to further develop and 

implement written accounting policies and procedures for the Plans. 
 
 
Finding Two: The Department reimbursed participant’s medical claims 

based on insufficient claim information. 
 
The Department reimbursed medical claims based on insufficient documentation that 
was submitted for reimbursement.  Five of thirty items tested contained insufficient 
detail to determine whether medical claims were qualified medical expenses in 
accordance with Section 213 of the Internal Revenue Code (IRC).  Without proper 
review and approval of all claims, errors or fraud can occur. 
 
Recommendations 
 
 Implement a policy that documentation submitted for reimbursement is reviewed 

and approved for qualified medical expenses before reimbursements are made. 
 
 Management’s Response: 
 
 We concur with the finding and steps have been taken to implement a policy that 

documentation submitted for reimbursement is further reviewed and approved for 
qualified medical expenses before reimbursements are made. 

 
 
 
 
 
 
 
 



Management Letter/Robin Ohama, Plan Administrator 
May 23, 2003 
Page 3 of 3 

 

 
This report is intended solely for the information and use of the Plan Administrator, 
management, and the Board of Supervisors and is not intended to be and should not be 
used by anyone other than these specified parties. 
 
We wish to thank the management and staff for their full cooperation during the audit. 
 
 
 
 
Respectfully submitted, 
 
   
  Copies to: 
   
  Marcel Turner, Human Resources,  
  Director 
Larry Walker County Administrative Office 
Auditor/Controller-Recorder Board of Supervisors 
  Grand Jury (2) 
  Pamela Thompson, Risk Management, 
  Division Chief 
By: ___________________________                                                      
 Barbara K. Redding, CPA, CGFM Audit File (3) 
 Internal Audits Section Manager Date Report Distributed: ____________ 
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Our study and evaluation of the system of internal controls would not necessarily disclose 
all material weaknesses in the system.  We did however note conditions that require the 
attention of management.  These are discussed under the Current Year’s Findings and 
Recommendations Section below.  
 

STATUS OF PRIOR YEAR’S FINDINGS AND RECOMMENDATIONS 
 
 
Finding 1: Reconciliations of the Liability and Workers’ Compensation Funds 

were last performed in October 1999 and July 2000, respectively. 
 
 Prior Recommendation 
 
 Review the adequacy of resources assigned to the reconciliation process and 

provide additional training to the assigned staff. 
 

Current Status 
 
Partially implemented.  Reconciliation of the Workers’ Compensation Funds was 
completed thru June 2002 and the Liability Funds thru February 2002.  As of June 
12, 2003, reconciliation of the Emergency Medical Services Funds, from July 2002 
thru December 2002, had not been performed. 
 

 Further Recommendation 
 
Comply with prior recommendation and bring the monthly reconciliations up to date. 

 
 Management’s Response: 

 
Reconciliations of the Workers' Compensation fund have been completed thru 2/03. 
The Fiscal Section will catch up with this task up to 6/30/03 by 9/30/03. The Liability 
reconciliations are the responsibility of the Fiscal Clerk II who has been on a 
modified duty plan. The Emergency Medical Funds reconciliations from July through 
December of 2002 are complete as of this date.  

 
 
Finding 2: Variances documented during the reconciliation of the Workers’ 

Compensation Fund were not always researched and identified. 
 

Prior Recommendations 
 
 Establish and implement procedures to ensure that all variances are researched, 

identified, and traceable to supporting documents.  Prepare written procedures to 
direct and document the reconciliation process. 
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 Current Status 
 

Written procedures to direct and document the reconciliation had been revised.  
However, the staff did not follow the procedures properly. In the March 2002 
Workers’ Compensation Funds reconciliation, a variance was not researched and 
traced to supporting documents. In the February 2002 Liability Funds reconciliation, 
a fund and an object code were not listed as part of the reconciliations. Unresolved 
variances my result in duplicate or overpayments being overlooked and not 
corrected in a timely manner, 

  
 Further Recommendation 
 
 Fully comply with the prior recommendations. 

  
 Management’s Response: 
 

The Supervising Liability Claims Representative has confirmed that additional 
training and emphasis will be placed on entering dates of service and invoice 
numbers, duplicates will then reject automatically.  The Fiscal Section is now 
researching and documenting the variances per recommendation. 

 
 
Finding 3: Discrepancies identified between the accounting systems during the 

reconciliation process were not resolved. 
 
 Prior Recommendations 
 

Prepare written operating procedures to direct and document the reconciliation 
process.  Re-format the completed reconciliation report to include, at a minimum, 
the date prepared, preparer, and reviewer.  Designate an employee not involved in 
the preparation to review and sign the agency’s monthly reconciliation and to 
monitor completion of follow-up adjustments.  Provide training to all staff involved. 

 
 Current Status 
 

Procedural manuals had been updated.  However, the monthly reconciliation was 
not formatted to include the date prepared, preparer and reviewer.  In addition, 
another employee did not review the reconciliation nor monitor completion of follow-
up adjustments. 
 
Further Recommendation 

  
 Comply with prior recommendations. 
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 Management’s Response: 

 
Written operating procedures are being updated and will be completed by 10/31/03 
to reflect the changes on the Reconciliation Format (date prepared, preparer, and 
reviewer). Also, all FY02-03 reconciliations formats will be modified by 10/31/03 to 
comply with those recommendations. The Accountant I will monitor the completion 
and follow-up of all adjustments in the future 

 
 

Finding 4: The controls in place to detect irregularities between the FAS and the 
Claims Processing System were insufficient. 

 
Prior Recommendations 

 
Staff involved in processing adjustments need to be thoroughly trained in the 
process so that they have a clear understanding of their responsibilities.  A periodic 
review by management will ensure controls are operating as intended. 

 
Current Status 
 
Two stop payment adjustments out of five tested were not processed in the 
Claims Processing System even though FAS had been notified. 
 
Further Recommendation 

 
 Comply with the prior recommendations. 
 
 Management’s Response: 
 

The Fiscal Clerks that perform these tasks have been trained several times 
on this task. The Automated Systems Analyst I frequently monitors the 
posting of adjustments, especially when preparing ad-hoc reports to make 
sure data integrity has not been compromised. She is constantly bringing to 
the clerks' attention errors that need to be corrected. The Accountant I will 
perform a monthly review of this task, and appropriate Work Improvement 
Plans will be developed if errors continue. 

 
 
Finding 5: The procedure for coding reconciliation adjustments was not consistently 

followed. 
 
 Prior Recommendations 
 

Reiterate to staff the need to follow established guidelines for coding transactions to 
reflect corresponding adjustments on the FAS.  Conduct periodic supervisory review 
of work performed. 



AudRpt\Marcel Turner 
Audit of Risk Mgmt's Claims Processing 
June 23, 2003 
Page 5 of 8 
 
 

Current Status 
 

An adjustment for a warrant cancellation out of fifteen tested was coded incorrectly 
on the Claims Processing System. 
 
Further Recommendation 
 
Comply with prior recommendations. 
 
  
Management’s Response 
 
As mentioned above in the response to finding 4, many errors have already 
been caught by the staff responsible for data integrity, and a monthly review 
of all of this type of adjustment will be conducted by the Accountant I in the 
future along with appropriate disciplinary action if necessary.    
 
 

Finding 6:  Requested adjustments were not processed in a timely manner. 
 
 Prior Recommendations 
 

Document and disseminate timeframes for processing adjustments, including those 
requiring exception processing.  In addition, conduct periodic supervisory reviews of 
source documents to encourage staff to comply with established requirements. 
 
Current Status 
 
Five of the fifteen cancellation requests tested were processed more than two 
months after requested by the adjuster.  Two items were processed within two 
months of the original request and two items were missing initials.   
 
Further Recommendation 
 
Comply with prior recommendations. 
 
Management’s Response 

 
A new procedure was drafted last year that spells out the requirements for a 
cancellation request, which now include a timeframe for completion. 
Frequent turnover in the positions of Accountant I, and Fiscal Clerk II has 
resulted in the lack of continuity on this task. The revised procedures will 
require the original request to go first to the Accountant I for assignment, and 
monitoring. Timely adjustments will be made if staff can be retained. 
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Finding 7: Requests for stop payments and/or cancellations were sent to the 

Auditor/Controller-Recorder (ACR) after the related warrants stale 
dated. 

 
 Prior Recommendations 
 

Inform fiscal clerks, in writing, that when a warrant has been automatically stale 
dated in the FAS, the only required adjustment is to the (in-house) Claims 
Processing System.  An effective means of updating the Claims Processing System 
for stale dated warrants needs to be implemented. 

 
Current Status. 

 
 One stale dated warrant was sent to ACR for cancellation. 
 
 Further Recommendation 
 
 Comply with prior recommendations. 
 
  Management’s Response 
 

This was a misunderstanding.  Clerical now knows that date of issue is to be 
checked first to see if it has stale dated. 

 
 
Finding 8:  Several paid invoices were not cancelled. 
 
 Prior Recommendation 
 

Remind fiscal staff to cancel invoices at the time of processing. 
  
 Current Status 

 
Two invoices for Liability claims were not cancelled. 
 
Further Recommendation 

  
 Comply with prior recommendation. 
 

Management’s Response 
 

Previously, the Fiscal Clerks only stamped one copy, and returned all copies that 
were provided to the adjuster. In the future all copies will be stamped cancelled.    
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Finding 9:  Vital liability claim documents could not be located. 
 
 Prior Recommendations 
 

Establish a process for ensuring that all documentation necessary to establish 
approval of payments is received and filed.  Remind staff to ensure documents have 
been physically received and placed in the files before completing the related 
checklist item. 

  
 Current Status 
 

A cancelled invoice with supervisory approval for one liability claim could not be 
located. 

  
Further Recommendation 

 
 Comply with prior recommendations. 

 
Management’s Response 

 
Fiscal does a line item comparison of each payment on the abstract with its related 
supporting document. The Supervising Liability Claims Representative has 
emphasized with clerical staff the importance of retrieving all cancelled invoices 
from Fiscal and accurately filing these documents in the correct claims files. 

 
 
CURRENT YEAR’S FINDINGS AND RECOMMENDATIONS 

 
Finding 1:  Emergency Medical Services Fund cover letters for physician services 

claims were not signed by the physician. 
 
Two cover letters out of the 30 claims tested were signed by an employee instead of by the 
physician. Current procedures require Risk Management to have the physician sign the 
cover letter in order to process claims for payment. This letter serves as the only contract 
between Risk Management and the physician.  Without a properly signed cover letter, Risk 
Management would not be able to enforce the terms and conditions of the billing 
requirements under the Emergency Medical Services Fund.   
  
 Recommendation 
 

Implement a procedure to verify that cover letters are signed. Staff involved in 
processing Emergency Medical Services Fund claims needs to make sure that the 
cover letter is signed by the physician. 
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Management’s Response 
 

Current procedures include a step in which the claims are screened to ensure 
that all appropriate forms are signed by the physician. EMS staff will make sure 
that the cover letter is signed by the physician.  

 
 
Finding 2:  A payment confirmation list was not signed by the claim supervisor. 
 
One confirmation list out of thirty lists for claims tested was not signed by the claim 
supervisor. Current authorization procedures require a section supervisor to sign a printed 
confirmation list at the bottom of each page for payments approved and confirmed by 
adjusters for the EMS Fund.  This control documents that adequate separation of duties 
exists for payment approval.   
 
 Recommendations 
 

Remind staff of the importance of having a supervisor sign the payment 
confirmation list.  Implement a verification procedure that only signed lists are 
processed for payments to interface with FAS. If these procedures are not followed 
properly, erroneous claims could be paid.   

 
Management’s Response 

 
We have drafted a new Standard Procedure Policy to implement a formal 
verification procedure, assuring that only signed lists will be processed for payments 
to interface with FAS. Staff has been reminded about the importance of having a 
supervisor signing the payment confirmation list, exactly the same as the procedure 
that we follow with the other programs that Risk Management administers. A written 
reminder will be sent again. 

 
We wish to thank the management and staff of Risk Management for their assistance and 
cooperation throughout the audit. 
 
Respectfully submitted, Copies to: 
 
 
Larry Walker County Administrative Office 
Auditor/Controller-Recorder Board of Supervisors 
   Grand Jury (2) 
  Risk Management 
By:    
 Conrado Ramos Audit File (3) 
 Internal Auditor II 
 Internal Audits Section Date Report Distributed:  
 
LDW:BKR:CTR:dlp1 
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Separate reports were issued for the districts’ financial statements. 
 
Our findings and recommendations were provided to the Office of Special Districts on July 
3, 2003. Management’s responses were received on July 18, 2003 and have been 
incorporated into our report.  
 
Action Taken on Prior Recommendations 
 
The further recommended action for prior finding 2 was adopted.  Recommendations for 
further action regarding prior finding 1 are presented below.   
 
 
PRIOR FINDINGS 
 
 
Prior Finding 1 (March 24, 1998): The history of subsequent Accounts 

Receivable collections differs significantly 
from the estimates used to determine 
accruals in some cases. 

 
 
 Prior Recommendation: 
 

Continue to work on implementing a 12-month analysis of each fiscal 
year’s collection history.  Use the collection percentages determined in the 
analysis to identify the bad debt write off percentages to be used at fiscal 
year end.  

 
Action Taken 
 
The accrued net receivable at June 30, 2002 was 50% more than subsequent 
collections during the period of July 1, 2002 to January 8, 2003, as noted below.  
(Subsequent collections were projected from the sample collection percentage.)  
 

A/R Accrual  Subsequent Collections  Over Accrued 
District Net Percent Projected Percent Amount Percent 
CSA 29 Lucerne  $ 74,052 59.17 $32,701 26.13 $41,350 33.04 
CSA 56 Wrightwood  286,343  66.61 162,333 35.76 124,011 28.85 
CSA 82 Searles     9,931 59.51    1,514  9.07     8,417 50.44 
Lake Arrowhead  244,120 95.71 127,935 50.16 116,186 45.55 
Yucca Valley   228,784 68.84  96,578 29.06 132,206 39.78 
CSA 70 Havasu      8,797 72.34   2,758 14.75     6,039 32.30 
Total  852,027  423,819 50% 428,209 50% 
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The over accrual was due to the complexity of the spreadsheet calculation and 
receivables analysis.  The accrual was the sum of collectable May receivables plus 
June sales without eliminating May collections and write offs.  As a result, receivables 
were double counted causing the accrual to exceed the total June 30th receivable 
balances as shown below.  
 
 

District 
Insurance 
Type 

Amount 
Accrued 

6/30/02 Total 
A/R Balance

CSA 29 Lucerne Private $35,174 $33,450.00
 Medicare     7,766     7,458.00
CSA 82 Searles Other     1,374     1,373.58
 Private     3,847     3,390.25
Lake Arrowhead Other 118,539   85,664.12
 Private   80,873   78,748.03
Yucca Valley Other   82,238   81,916.15
CSA 70 Havasu Medicare        240            0.00

 
 
A more accurate accrual would have been derived using the June 30th accounts 
receivable aging report and applying an historical estimated collection percentage to the 
year-end receivable balances.  Based on our sample, the collection percentages used 
by Special Districts in the first step of the accrual process were reasonable for 
Medicare, Medical, and Collections.  However private pay and other third party payer’s 
estimated collection percentages were generally much higher than the subsequent 
collections.   
 

Further Recommended Action: 
 
Review the collection history of each insurance type to determine historical 
collection rates for different ages of accounts. 
 
Use the June accounts receivable aging report to estimate collectable 
receivables.  Use the aging feature of the report to group the receivables by age 
and apply the age specific historical collection rate to each age grouping.  Also, 
verify that the total accrual does not exceed the total receivable for each 
insurance category.    
 

  
 Department’s Response: 
 

For fiscal year ending 06/30/03, we used the above recommended process 
and the dollar amounts  are significantly lower than fiscal year ending 
6/30/02.  We hope this process turns out to be the one that works.  
Ambulance transportation and reimbursement is variable and affected by 
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many different factors such as economies in different areas and weather.  I 
thank the auditors for working with us on this each year. 

 
We would like to express our appreciation for the cooperation and assistance provided to 
the auditor by the management and staff of the Office of Special Districts. 
 
 
Respectfully submitted, Copies to: 
 
Larry Walker Audit File (3) 
Auditor/Controller-Recorder  
  
 
  
By: ____________________________     
 Barbara K. Redding, CPA, CGFM Date Report Distributed:  ________ 
 Manager, Internal Audit Section  
 
LDW:BKR:DD:spr.2 
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